International 
Marketing Information 
Series 


~~ 


sited, 


Foreign Economic Trends 
and Their Implications 
for the United States 


MOROCCO 


September 1977 
Frequency: Semiannual 
Supersedes: 77-026 


Prepared By 
American Embassy 
Rabat 


o avert op 
| / , 
% é iN Pf 
*vares of “Mares a” 
Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





KEY ECONOMIC INDICATORS 


Exchange Rates: DH 4.1 - 1975 





All values in million U.S. $ DH 4.4 - 1976 
DH 4.5 - 1977 
% change 
ITEM 19757 1976P 75/T 1977© 





INCOME, PRODUCTION, PRICES 


GNP (Current Prices) TT60 8520 9.8 9600 
GNP (1960 Prices) 4458 4510 1.2 4530 
Per Capita GNP (Current Prices in US $) hho 479 6.7 525 
Fixed Investment 1880 2420 28.7 2800 
Value Construction Authorizations 318 435 36.8 525 
Agricultural Production (1960 Prices) 893 9ho $.3 750 
Energy Imports as Percentage of Consumption TT 19 2.5 81 
Industrial Production Index (1969=100) 140 149 6.4 160 
Value Phosphate Exports 837 497 - ho.6 500 
End of Year Cost of Living Index 
(May 1972/73 = 100) 134.7 152.8 13.4 172 
GOVERNMENT, FINANCE 
Consolidated Ordinary Revenue 2100 1931 - 8.0 2150 
Ordinary Expenditures 18h5 1827 - 1.0 2150 
Of which Debt Service 138 167 21.0 230 
Investment Expenditure 1086 1830 68.5 2050 
Overall Deficit 804 1683 109.3 2150 
Of which: Externally Financed 368 1055 186.7 1500 
Money Supply (End of Year) . 3482 3845 10.4 4300 
BALANCE OF PAYMENTS 
Net Gold/Exchange Reserves 465 417 - 10.3 400 
Balance of Payments =. Sf - 12 + 29.4 Near balance 
Balance of Trade - 1014 -1358 - 33.9 - 1650 
Exports F.0.B. 1521 1268 - 16.6 1350 
U.S. Share (%) 0.74 L.A 48.6 1 
Imports C.1.F. 2535 2626 3.6 3000 
U.S. Share (%) 7.6 8.6 13.2 10 


MAIN IMPORTS FROM U.S. - 1976 
Grain; Tallow; Tobacco; Cotton; Machinery and Equipment; Trucks. 





r = revised p = preliminary e = estimates 





SUMMARY 


A severe drought in the major cereals growing regions of Morocco 
this year depressed agricultural output, requiring record wheat 
imports and an increase in domestic agricultural subsidies. The 
activist government investment policy, increasing tourist receipts, 
and a booming construction industry should be able to more than 
counterbalance these agricultural declines resulting in net real 
growth again this year. Inflation has moderated since the 1976 
year-end price jump, though a ten to thirteen percent rate is 
anticipated for 1977 as a whole. The balance of payments should 
again be close to equilibrium this year with foreign borrowing and 
worker remittances compensating for the record current account 
deficit. Most foreign borrowing was undertaken by the Moroccan 
Government, which is continuing its ambitious program of 
development investment. E 


Morocco's newly-elected parliament, which has a two-thirds pro- 
government majority, is expected to consider the 1978-82 five year 
plan during its initial session beginning October 14, 1977. 
Preliminary indications point to increased emphasis on 
decentralization and social goals in the next plan. Morocco's 
continuing ambitious investment plans, combined with rapidly 
expanding contract authorizations for future projects, offer U.S. 
firms attractive opportunities for increased sales of capital goods 
and related services. Planned projects range from a steel mill to 
roads, rail lines, chemical plants, an oil refinery, dams, and 
irrigated lands plus a broad spectrum of other industrial and 
agricultural undertakings. Current balance of payments tightness 
may strengthen the bargaining position of U.S. firms planning 
investments in Morocco. Opportunities will continue to exist for 
U.S. banks for medium-term project and government finance and short- 
term commercial credit. 








CURRENT ECONOMIC SITUATION AND TRENDS 


The Setting 


At mid-year 1977, Morocco continued its ambitious and heavily capital 
formation-oriented development strategy, but began to feel the impact 
of three major unfavorable developments ,all of which were essentially 
beyond the control of its top economic managers. First, was the re- 
emergence of a drought, which set in during the first quarter and 
transformed what was expected to be a good year into one of the worst 
Morocco has had recently. This required the government to move 
heavily into the world grain markets, and forced it to plow 
substantial resources into increased straight consumption requirements. 
Second, world phosphate prices did not pick up markedly during the 
first six months of 1977, thus stunting revenue generated by Morocco's 
key export earner. Third, continued sluggishness of most European 
economies, particularly France's, depressed earnings from Morocco's key 
export markets. 


All of these developments notwithstanding, the country's economic 
managers held fast to their ambitious economic development and national 
industrialization program. While aware that the program is now 
dependent on sharply increased levels of external financing, most key 
officials believe that the country's current difficulties are largely 
transitory; that Morocco is fully capable of sustaining substantially 
higher level of external debt, and that since the proceeds of most 
external financing are directed to long-term capital formation, the 
country is creating basic conditions for long-term take-off. 


1977 - The Boom Dries Up 


After a record GNP increase in 1976 (8.5% in real dirham terms), the 
severe drought conditions in the major grain and livestock producing 
areas should depress overall 1977 real output growth to a fraction of 
last yeark rise. The only major bright spot in agriculture was increased 
citrus output. Respectable gains in commerce, industry, services and 
energy, combined with continuing spectacular growth in the public works 
and construction industry, should counterbalance the precipitous fall 

in agricultural output and allow for a low level of real growth in GNP. 
With world phosphate rock prices depressed, this industry will probably 
not contribute appreciably to GNP growth, despite increased export 


tonnages recorded so far this year. 


Grain production fell over 40 percent and livestock raising is 
suffering a major decline. The Government of Morocco has reacted 
quickly to these shortfalls. Grain imports totalling nearly 2 
million tons have been scheduled for the 1977 crop year, making 
maximum use of the limited port facilities. Prices paid by the 
Government Cereals Office to farmers for grain have been increased 
by 35% for durum wheat to 62% for barley in order to maintain 

rural incomes and encourage increased planting for the next crop. 
Bread and flour prices have not been raised, resulting in a 
significant increase in consumer subsidies. A special program of 
assistance to stock raisers, in the form of subsidies to purchase 
forage, has been instituted. The need for such programs is 
particularly critical in light of the social as well as economic 
effects of the fall in agricultural output. Two thirds of the 
Moroccan population derives its income directly from agriculture. 
Even in a good year - 1976 for example - this 2/3 of the population 
is responsible for little more than a fifth of GNP, close enough to 
the subsistance level to be caused severe hardship by this year's 
drought, without government aid. 


The urban as well as rural population has had to put up with 
increasing prices. After the 1976 year-end price rises and tax 
increases, the official inflation index has moderated slightly but 

is unlikely to dip below the 10-13 percent range in dirham terms. 

The current Moroccan index is based on a traditional market basket 

of goods, and as such does not reflect living patterns in the 
rapidly-expanding cities. A second index, conforming to urban living 
patterns is in preparation. 


Morocco had a major balance of trade deficit in 1976. Foreign 
trade is showing signs of further deterioration this year. Imports 
continue at more than double export levels, pushing this year's 
trade deficit to an all time high. Imports, swelled by mounting 
grain purchases due to the drought and rapidly expanding capital 
goods procurement, may reach a record $3 billion. Only modest 
export growth seems possible for 1977 as a whole given lower 
phosphate rock prices and recently imposed European Community 
restrictions on textile imports. The textile sector is Morocco's 














leading industrial employer and largest consumer goods exporter. 
The upswing in tourist receipts is unlikely to bring the net 
"Services and Government" transactions balance into the black, 
further aggravating the current account deficit. Given Morocco's 
level of international reserves, covering less than two months' 
imports, the balance of payments will have to be brought into 
approximate equilibrium by foreign borrowing and, to a lesser 
extent, remittances from Moroccan workers in Europe. 







Most of this foreign borrowing is undertaken by the Government or 
Government-owned enterprises (Phosphate Office, National 

Development Bank). These borrowings follow the pattern of 

Moroccan government finance which has been in effect since 1975: 
ordinary budget expenditures are paid out of ordinary revenues 

while rapidly increasing investment outlays are covered by 
borrowing, largely from abroad. As investment plans became 
increasingly ambitious, reaching unprecedented levels in 1977, 
deficits grew. This year, unforeseen outlays for agricultural 
subsidies and lower than anticipated phosphate revenues may bring 
even operating budgets into slight deficit adding to the investment 
financing burden. The Moroccan debt service/export ratio (including 
invisibles) has risen steadily and should reach the low double digit 
range this year, up from nine percent in 1976. 


Expansion of credits to domestic borrowers is targeted to reach 15 
percent this year, a loosening from the second half 1976 crunch, and 
will allow financing for a broad spectrum of private sector projects. 
Effective state controls should allow authorities to insure that these 
credit expansion goals are implemented. 


In sum, the preliminary outlook for 1977 is for high government 
investment, lowered GNP growth, increased government debt, slightly 
moderated inflation, and a major current account deficit in the 
balance of payments. The swing in GNP growth between 1976 and 1977 
vividly demonstrates the vulnerability of the Moroccan economy to the 
caprices of timing and level of rainfall. During both years the same 
basic strategy of activist debt-financed government investment was 
applied, resulting in 1976 (with favorable weather conditions) in 
record economic growth and in 1977 (with a drought) in much less 
impressive results. 





1978 and Beyond 


Given the dependence of Moroccan economic performance on such 
imponderables as weather, world phosphate and energy prices and 
the general evolution of the world economy and capital markets, 
any quantitative forcasts for periods of more than a year fall 
into the realm of crystal ball gazing. It is clear, however, 
that certain disequilibria in the Moroccan economy cannot be 
sustained indefinitely. Capital formation as a percent of GNP 
will inevitably fall within the next few years. Though foreign 
finance will play a major role in Morocco's development strategy 
for some time to come, the geometric growth pattern in borrowing 
from the international capital markets experienced during the 
past two years cannot be expected to continue indefinitely in 
the future. 


The directions and relative priorities for the economic development 
of Morocco will be one of the major questions on the agenda of the 
newly-elected parliament when it is first seated on October 1}, 
1977. Discussion within the body, which has a two-thirds pro- 
government majority, will center on the 1978-82 five year 
development plan which has been prepared in draft form by the 
Secretariat of State for Planning. Government Officials have 
stated that this draft will be more socially-oriented than the 
current plan, will emphasize greater decentralization of the economy, 
and will give greater attention to improving rainfed agriculture. 
The philosophy behind decentralization is to avoid an unmanageable 
concentration of industry and population in the Casablanca-Rabat 
area. In addition, by designating key "pole of development" cities 
ground the country (e.g. Oujda, Nador, Agadir) the government hopes 
to decrease regional income distribution disparities. The trade- 
off between social outlays (schools, health facilities) and 
investments with a more immediate payoff will be a key issue. A 
more socially-oriented plan would emphasize investment projects in 
labor intensive sectors. The Plan will have to reconcile often 
competing regionalization, social, and economic goals in 
establishing a balanced development investment strategy. It is 
clear that the Plan will give emphasis to means that will increase 
agricultural yields, particularly cereals. 





IMPLICATIONS FOR THE UNITED STATES 


Morocco's continuing ambitious investment plans, combined with 
rapidly expanding contracting authorizations for future projects, 
offer U.S. firms attractive opportunities for increased sales of 
capital goods and related services. Planned projects range from 
a steel mill to roads, rail lines, chemical plants, an oil 
refinery, dams, and irrigated lands plus a broad spectrum of 
other industrial and agricultural undertakings. During the past 
year the Embassy has forwarded 41 Moroccan government tenders to 
the Department of Commerce. Private trade opportunities were 
submitted for a wide variety of products on behalf of more than 
150 firms, two-thirds of which are located in the Casablanca area. 


The Moroccan Investment Code continues to offer inducements to 
firms prepared to accord local partners at least half ownership 
plus Board Chairmanship. However, in such priority sectors as 
mining, tourism and export industries, one-hundred percent foreign- 
ownership is authorized while still permitting foreign firms to 
profit from code incentives. Continuing tightness in foreign 
exchange should make the Government of Morocco even more receptive 
to proposals by U.S. companies considering investment here. 
Opportunities also exist for U.S. banks to manage or participate 

in medium-term project and government loans. 


Technical and management services companies will find an increasing 
market in Morocco as industrialization increases and development of 
high-technology agriculture progresses. 
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